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DEPARTMENT  OF  ENERGY 
Economic  Regulatory  Administration 
10CFR  Part  212 
[Docket  No.  ERA-R-80-.P5] 

Mandatory  Petroleum  Price 
Regulations;  Amendments  to  Tertiary 
Incentive  Program 

agency:  Economic  Regulatory 
Administration,  Department  of  Energy. 
action:  Notice  of  proposed  rulemaking 
and  public  hearing. 

summary:  The  Economic  Regulatory 
Administration  (ERA)  of  the  Department 
of  Energy  (DOE)  is  proposing  several 
changes  to  the  Tertiary  Incentive 
Program  (‘‘incentive  program”)  set  forth 
at  10  CFR  212.78  of  the  Mandatory 
Petroleum  Price  Regulations.  One 
proposal  would  change  the  dehnition  of 
‘‘recoupable  allowed  expenses"  to 
permit  recovery  of  "inhouse”  expenses 
otherwise  allowed  by  the  regulation  so 
long  as  such  expenses  do  not  exceed  the 
price  that  would  have  been  paid  in  an 
arm’s-length  transaction.  Currently, 
expenses  are  recoverable  only  if  they 
are  incurred  in  an  arm’s-length 
transaction  and  for  fair  market  value. 
Another  proposal  would  require 
producers  to  report  ‘‘prepaid  expenses.” 
A  third  proposal  would  revise  the 
requirement  that  producers  submit  an 
annual  opinion  concerning  the  accuracy 
of  their  monthly  producer  and  project 
reports.  The  final  proposal  would 
exclude  injected  hydrocarbons  as  an 
allowed  expense  for  miscible  fluid 
flooding  projects. 

DATES:  Comments  by  October  10, 1980, 
4:30  p.m.;  Requests  to  speak  at  hearing 
by  September  9, 1980,  4:30  p.m.;  Hearing 
date:  September  16, 1980, 9:30  a.m. 
ADDRESSES:  All  comments  to  Office  of 
Public  Hearings  Management,  Economic 
Regulatory  Administration,  Room  B-210, 
Docket  No.  ERA-R-80-25,  2000  M  Street, 
N.W.,  Washington,  D.C.  20461.  Requests 
to  speak  to  Economic  Regulatory 
Administration,  Office  of  Public 
Hearings  Management,  Room  B-210, 
Docket  No.  ERA-R-80-25,  2000  M  Street. 
N.W.,  Washington,  D.C.  20461,  Attn: 
Karene  Walker. 

Hearing  Location:  Room  2105,  2000  M 
Street,  N.W.,  Washington,  D.C. 

FOR  FURTHER  INFORMATION  CONTACT: 
Cynthia  Ford  (Office  of  Public  Hearings 
Management,  Economic  Regulatory 
Administration,  Room  B-210,  2000  M  , 
Street,  N.W.,  Washington,  D.C.  20461, 
(202-653-3974 

William  L.  Webb  (Office  of  Public 
Information),  Room  B-110,  2000  M 
Street,  N.W.,  Washingon,  D.C.  20461, 
(202)  653-4055 


Douglas  Hamish  (Office  of  Reguations 
and  Emergency  Planning),  Economic 
Regulatory  Administration,  Room 
7302-G,  2000  M  Street,  N.W., 
Washington,  D.C.  20461,  (202)  653- 
3202 

Eugene  Glass  (Office  of  Petroleum 
Operations),  Economic  Regulatory 
Administration,  Room  6128,  2000  M 
Street,  N.W.,  Washington,  D.C.  20461, 
(202)  653-3379 

Ira  Mayfield  (Resource  Applications) 
Department  of  Energy,  Room  3334, 

12th  &  Pennsylvania  Avenue,  N.W., 
Washington,  D.C.  20461,  (202)  633- 
8395 

Ben  McRae  (Office  of  General  Counsel), 
Department  of  Energy,  Room  6A-127, 
1000  Independence  avenue,  S.W., 
Washington,  D.C.  20585,  (202)  252- 
6739 

SUPPLEMENTARY  INFORMATION: 

I.  Introduction 

II.  Proposals 

A.  In-House  Expenses 

B.  Prepaid  Expenses 

C.  Annual  CPA  Opinion 

D.  Injected  Hydrocarbons 

III.  Comment  Procedures 

IV.  Procedural  Requirements 

I.  Introduction 

On  August  21, 1979,  we  amended  10 
CFR  212.78  to  establish  the  incentive 
program  under  which  producers 
presently  can  recover  some  of  the  cost 
they  incur  as  a  result  of  their 
participation  in  enhanced  oil  recovery 
(“EOR”)  projects,  (44  FR  51148,  August 
30, 1979)  This  program  permits 
producers  to  sell  at  market  prices  crude 
oil  that  would  otherwise  be  subject  to 
lower  tier  or  upper  tier  ceiling  price 
limitations.  However,  the  "tertiary 
incentive  revenue”  (that  is,  the 
additional  revenue  that  results  from 
selling  crude  oil  at  the  market  price) 
from  such  sales  may  not  exceed 
seventy-five  percent  of  the  money  that  a 
producer  has  spent  on  certain  expenses 
associated  with  EOR  projects. 

We  recently  adopted  a  number  of 
changes  to  the  incentive  program.  On 
June  6  we  issued  a  final  rule  to  exclude 
from  the  calculation  of  a  producer’s 
tertiary  incentive  revenue  the  amount  of 
windfall  profit  tax  attributable  to  the 
additional  revenue  that  a  producer 
receives  as  a  result  in  the  incentive 
program.  (45  FR  40106,  June  13, 1980)  In 
the  preamble  to  that  rule  we  also 
discussed  the  issue  of  “prepaid 
expenses”,  that  is,  expenses  for  goods  or 
services  which  will  not  be  used  in 
connection  with  an  EOR  project  until 
sometime  after  payment  is  made.  In  a 
final  rule  issued  July  7, 1980,  we 
simplified  the  reporting  requirements 
with  respect  to  qualified  producers  that 


have  an  interest  in  only  one  EOR  project 
and  recover  their  recoupable  allowed 
expenses  only  from  sales  of  crude  oil 
produced  from  the  property  on  which 
that  EOR  project  is  located.  (45  FR 
47622,  July  15, 1980) 

In  this  rulemaking,  we  are  proposing 
to  modify  several  of  the  limitations  that 
apply  to  the  recovery  of  allowed 
expenses.  We  recognize  that  today’s 
proposals,  along  with  the  recent 
amendments  discussed  above,  may 
cause  some  producers  to  conclude  that 
the  incentive  program  will  be  subject  to 
frequent  change  and  further  limitation. 
We  also  recognize  that  there  must  be  a 
relatively  high  degree  of  certainty  in  the 
incentive  program  to  encourage  the  type 
of  commitmeht  necessary  for  EOR 
projects.  We  wish  to  assure  producers 
that  they  can  rely  on  the  basic 
framework  of  the  incentive  program  and 
that  we  do  not  intend  to  propose  further 
changes  to  the  program.  In  this  regard, 
we  do  not  view  the  proposals  discussed 
below  as  major  revisions  or  limitations 
of  the  incentive  program. 

II.  Proposals 

A.  In-House  Expenses.  The  current 
definition  of  recoupable  allowed 
expenses  provides  that  a  producer  must 
incur  an  expense  in  an  arm’s-length 
transaction  and  for  fair  market  value  in 
order  to  recover  that  expense  under  the 
incentive  program.  The  purposes  behind 
these  requiements  were  to  prevent  the 
recovery  of  artifically  inflated  expenses 
and  to  facilitate  the  auditing  of  EOR 
projects.  We  understand,  however,  that 
frequently  it  is  more  efficient  and 
economical  for  the  producer  to  use  “in- 
house”  goods  and  services  (that  is, 
goods  and  services  provided  from  within 
the  firm)  rather  than  obtaining  such 
goods  and  services  from  outside 
sources.  Thus,  the  arms-length 
transaction  requirement  may  actually  be 
working  to  increase  the  amount  of 
expenses  that  a  producer  recovers  under 
the  program. 

We  have  reviewed  this  aspect  of  the 
incentive  program  and  have  determined 
that  a  producer  should  be  permitted  to 
recover  the  cost  of  an  “in-house”  good 
or  service  if  that  cost  is  no  greater  than 
the  price  that  the  producer  would  pay  an 
outside  source  for  the  same  good  or 
service.  Accordingly,  we  are  proposing 
to  amend  the  definition  of  recoupable 
allowed  expenses  to  permit  the  recovery 
of  such  “in-house”  costs.  We  also  are 
proposing  to  delete  the  reference  to  fair 
market  value  since  we  believe  this 
concept  to  be  an  integral  part  of  an 
arm’s-length  transaction.  To  ensure  that 
this  proposed  modification  does  not 
unduly  complicate  our  auditing  efforts, 
we  also  are  proposing  to  amend  the 
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incentive  program’s  reporting  and 
recordkeeping  requirements  to  require 
the  identificaion  of  any  “in-house” 
expenses  and  the  maintenance  of 
records  as  to  what  the  price  of  the  good 
or  service  associated  with  that  expense 
would  have  been  in  an  arms-length 
transaction. 

B.  Prepaid  Expenses.  In  the  preamble 
to  the  June  6  final  rule  we  stated  that  the 
incentive  program  does  not  prohibit  the 
recovery  of  prepaid  expenses.  At  the 
same  time,  however,  we  noted  that  use 
of  a  good  or  service  in  connection  with 
an  EOR  project  is  a  condition 
subsequent  to  the  recovery  of  its 
expense.  To  have  effective  enforcement 
of  this  condition  we  need  to  have  a 
general  overview  of  a  producer’s 
situation  with  respect  to  prepaid 
expenses.  Accordingly,  we  are 
proposing  that  a  producer  file  an  annual 
report  concerning  its  prepaid  expenses. 

This  annual  prepaid  expenses  report 
would  require  a  producer  to  identify 
which  of  the  allowed  expenses  that  it 
reported  previously  in  the  monthly 
producer  report,  were  prepaid.  For 
purposes  of  this  report,  prepaid 
expenses  would  be  defined  as  the 
expenses  for  any  injectant  or  fuel  which 
is  used  after  September  30, 1981,  the 
expenses  for  any  item  for  which  federal 
tax  deduction  (including  depreciation) 
would  be  properly  allocable  to  the 
period  after  September  30, 1981,  or  the 
expenses  (in  the  aggregate]  for  all  other 
items  that  are  to  be  used  after 
September  30, 1981.  We  are  proposing 
this  dehnition  of  prepaid  expenses  since 
it  is  essentially  the  same  as  the 
definition  of  prepaid  expenses  for 
purposes  of  the  Windfall  Profit  Tax  and, 
thus,  should  reduce  the  administrative 
burden  on  producers  that  must  comply 
with  the  requirements  of  both  the 
incentive  program  and  the  Windfall 
Profit  Tax.  A  producer  also  would  be 
required  to  identify  any  good  or  service 
for  which  it  reported  a  prepaid  expense, 
the  date  on  which  it  intended  to  use  that 
good  or  service,  and  the  date  on  which  it 
actually  used  that  good  or  service.  We 
specifically  request  comments  on  the 
appropriateness  of  the  proposed 
dehnition  of,  and  the  level  of  reporting 
on,  prepaid  expenses.  A  producer  would 
continue  to  tile  these  annual  reports 
until  it  had  reported  the  actual  use  of  all 
the  goods  or  services  for  which  it  had 
reported  prepaid  expenses.  In  addition, 
the  producer  would  be  required  to 
maintain  a  copy  of  the  contract  for,  or 
documentary  proof  of  the  purchase  of, 
any  goods  or  services  for  which  it  had 
reported  prepaid  expenses. 

C.  Annual  CPA  Opinions.  The 
incentive  program  requires  annual 


opinions  by  certitied  public  accountants 
concerning  the  accuracy  of  the  monthly 
producer  and  project  reports.  These 
opinions  ciurently  must  be  submitted  by 
January  31  of  each  year.  We  have  been 
informed  that  in  many  instances  it  will 
be  impossible  for  a  certitied  public 
accountant  to  issue  such  an  opinion  by 
January  31  due  to  the  timing  of  the  audit 
for  a  particular  producer  or  project. 
Accordingly,  we  are  proposing  to 
require  the  submission  of  the  annual 
CPA  opinions  within  120  days  of  the 
close  of  the  tiscal  year  for  the  producer 
or  project  to  which  it  relates. 

D.  Injected  Hydrocarbons.  Ciurently, 
the  incentive  program  does  not  prohibit 
a  producer  engaged  in  a  miscible  fluid 
flooding  project  from  recovering  as  an 
allowed  expense  the  cost  of  injected 
hydrocarbons,  such  as  natural  gas  and 
liquefied  petroleum  gases.  We  do  not 
believe  that  injected  hydrocarbons 
should  be  an  allowed  expense  since  the 
producer  usually  can  recover  the  cost 
therefor  by  recovering  the  injected 
hydrocarbons  from  the  oil  bearing 
formation  and  selling  them.  Accordingly, 
we  are  proposing  to  amend  the 
Appendix  to  §  212.78  to  exclude  injected 
hydrocarbons  from  the  allowed 
expenses  for  miscible-fluid  flooding 
projects.  This  change  would  be 
applicable  to  any  expenses  incurred  or 
paid  on  or  after  the  issusance  of  this 
notice.  Of  course,  a  producer  still  could 
request  an  order  hrom  ERA  designating 
injected  hydrocargons  as  an  ad^tional 
allowed  expense  pursuant  to 
§  212.78(e)(3). 

III.  Comment  Procedures 

A.  Written  Comments.  You  are  invited 
to  participate  in  this  proceeding  by 
submitting  data,  views  or  arguments 
with  respect  to  the  proposals  set  forth  in 
this  notice  of  proposed  rulemaking. 
Comments  should  be  submitted  by  4:30 
p.m.,  October  10, 1980,  to  the  address 
indicated  in  the  “Addresses”  section  of 
this  notice  and  should  be  identitied  on 
the  outside  envelope  and  on  the 
document  with  the  docket  number  and 
the  designation:  “Amendments  to  the 
Incentive  Program”.  Fifteen  copies 
should  be  submitted.  All  comments 
received  will  be  available  for  public 
inspection  in  the  DOE  Reading  Room, 
GA-152,  Forrestal  Building,  1000 
Independence  Avenue,  S.W.,  between 
the  hours  of  8:00  a.m.  and  4:30  p.m., 
Monday  through  Friday. 

Any  information  or  data  submitted 
which  you  consider  to  be  contidential 
must  be  so  identified  and  submitted  in 
writing,  one  copy  only.  We  reserve  the 
right  to  determine  the  contidential  status 
of  such  information  or  data  and  to  treat 
it  according  to  our  determination. 


B.  Public  Hearings.  1.  Procedure  for 
Request  to  Make  Oral  Presentation.  The 
times  and  places  for  the  hearings  are 
indicated  in  the  “Dates”  and 
“Addresses”  sections  of  this  preamble. 

If  necessary  to  present  all  testimony,  a 
hearing  will  be  continued  to  9:30  a.m.  of 
the  next  business  day  following  the  tirst 
day  of  the  hearing. 

If  you  have  any  interest  in  the 
proposals  in  this  notice,  or  represent  a 
group  or  class  of  persons  that  has  an 
interest,  you  may  make  a  written 
request  for  an  opportunity  to  make  oral 
presentation  at  a  hearing  by  4:30  p.m., 
September  9, 1980.  You  should  be 
prepared  to  describe  the  interest 
concerned;  if  appropriate,  to  state  why 
you  are  a  proper  representative  of  a 
group  or  class  of  persons  that  has  such 
an  interest:  and  to  give  a  concise 
summary  of  the  proposed  oral 
presentation.  You  should  also  provide  a 
phone  number  where  you  may  be 
contacted  through  the  day  before  the 
hearing. 

If  you  are  selected  to  be  heard,  you 
will  be  so  notitied  before  4:30  p.m., 
September  12, 1980.  You  will  be  required 
to  bring  one  hundred  copies  of  your 
statement  to  the  address  indicated  in  the 
“Addresses”  section  of  this  preamble  for 
requests  to  speak  at  the  hearing 
concerned  before  4:30  p.m.  on  the  day 
before  the  hearing. 

2.  Conduct  of  the  Hearings.  We 
reserve  the  right  to  select  the  persons  to 
be  heard  at  the  hearings,  to  schedule 
their  respective  presentations,  and  to 
establish  the  procedures  governing  the 
conduct  of  the  hearings.  The  length  of 
each  presentation  may  be  limited,  based 
on  the  number  of  persons  requesting  to 
be  heard. 

An  ERA  official  will  be  designated  to 
preside  at  each  of  the  hearings.  They 
will  not  be  judicial  or  evidentiary-type 
hearings.  Questions  may  be  asked  only 
by  those  conducting  the  hearing,  and 
there  will  be  no  cross-examination  of 
persons  presenting  statements.  At  the 
conclusion  of  all  initial  oral  statements, 
each  person  who  has  made  an  oral 
statement  will  be  given  the  opportunity 
to  make  a  rebuttal  statement.  The 
rebuttal  statements  will  be  given  the 
order  in  which  the  initial  statements 
were  made  and  will  be  subject  to  time 
limitations. 

You  may  submit  questions  to  be  asked 
of  any  peson  making  a  statement  at  a 
hearing  to  the  address  indicated  above 
for  requests  to  speak  at  that  hearing 
before  4:30  p.m.  on  the  day  before  the 
hearing.  If  you  wish  to  ask  a  question  at 
a  hearing,  you  may  submit  the  question, 
in  writing,  to  the  presiding  officer.  The 
ERA  or,  if  the  question  is  submitted  at  a 
hearing,  the  presiding  officer  will 
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determine  whether  the  question  is 
relevant,  and  whether  the  time 
limitations  permit  it  to  be  presented  for 
answer. 

Any  further  procedural  rules  needed 
for  the  proper  conduct  of  a  hearing  will 
be  announced  by  the  presiding  officer. 

Transcript  of  the  hearing  will  be  made 
and  the  entire  record  of  the  hearing, 
including  the  transcript,  will  be  retained 
by  the  ERA  and  made  available  for 
inspection  at  the  DOE  Freedom  of 
Information  Office,  Room  5B-180. 1000 
Independence  Avenue  SW,  Washington, 
D.C.,  between  the  hours  of  8:00  a.m.  and 
4:30  p.m.,  Monday  through  Friday.  You 
may  purchase  a  copy  of  the  transcript  of 
the  hearing  from  the  reporter. 

IV.  Procedural  Requirements 

A.  Section  404  of  the  DOE  Act 
Pursuant  to  the  requirements  of  Section 
404(a]  of  the  Department  of  Energy 
Organization  Act  (DOE  Act,  42  U.S.C. 
7101  et  seq.,  Pub.  L.  95-91,  as  amended), 
we  are  referring  this  rule  to  the  Federal 
Energy  Regulatory  Commission  (FERC) 
for  a  determination  as  to  whether  the 
proposed  rule  would  significantly  affect 
any  matter  within  the  Commission's 
jurisdiction.  The  Commission  has  until 
the  close  of  the  public  comment  period 
to  make  that  determination. 

B.  Section  7  of  the  FEA  Act  Under 
section  7(a)  of  the  Federal  Energy 
Administration  Act  of  1974  (15  U.S.C. 

785  et  seq..  Pub.  L  93-275,  as  amended), 
the  requirements  of  which  remain  in 
effect  under  section  501(a)  of  the  DOE 
Act,  the  delegate  of  the  Secretary  of 
Energy  shall,  before  promulgating 
proposed  rules,  regulations,  or  policies 
affecting  the  quality  of  the  environment, 
provide  a  period  of  not  less  than  five 
working  days  during  which  the 
Administrator  of  the  Environmental 
Protection  Agency  (EPA)  may  provide 
written  comments  concerning  the  impact 
of  such  rules,  regulations,  or  policies  on 
the  quality  of  the  environment.  Such 
comments  shall  be  published  together 
with  publication  of  notice  of  the 
proposed  action. 

A  copy  of  this  notice  was  sent  to  the 
EPA  Administrator.  The  EPA 
Administrator  informed  the  ERA  that  he 
does  not  foresee  as  the  result  of  the 
implementation  of  today’s  proposed 
actions  an  unfavorable  impact  on  the 
quality  of  the  environment  as  related  to 
the  duties  and  responsibilities  of  the 
EPA. 

C.  Executive  Order  12044.  Executive 
Order  12044  (43  FR 12661,  March  23, 
1978)  and  DOE's  implementing 
procedures  in  DOE  Order  2030  (44  FR 


1032,  January  3, 1979)  reqqire  that  a 
regulatory  analysis  be  prepared  for  all 
significant  regulations  which  are  likely 
to  have  a  major  impact.  We  have 
determined  that  on  the  basis  of  the 
criteria  set  forth  in  these  orders  today’s 
proposals  will  not  have  a  major  impact. 
Accordingly,  no  regulatory  analysis  has 
been  proposed  for  these  proposals. 

(Emergency  Petroleum  Allocation  Act  of  1973. 
15  U.S.C.  751  et  seq..  Pub.  L  93-159,  as 
amended,  Pub.  L.  93-511,  Pub.  L.  94-99,  Pub. 

L.  94-133,  Pub.  L  94-163,  and  Pub.  L  94-385: 
Federal  Energy  Administration  Act  of  1974, 

15  U.S.C.  787  et  seq..  Pub.  L  93-275,  as 
amended.  Pub.  L  94-332,  Pub.  L.  94-385.  Pub. 

L.  95-70,  and  Pub.  L  95-91;  Energy  Policy  and 
Conservation  Act,  42  U.S.C.  6201  et  seq..  Pub. 
L.  94-163,  as  amended,  Pub.  L.  94-385,  and 
Pub.  L.  95-70;  Department  of  Energy 
Organization  Act,  42  U.S.C.  7101  et  seq..  Pub. 

L.  95-91;  E.0. 11790,  39  FR  23185;  E.0. 12009. 

42  FR  46267.) 

In  consideration  of  the  foregoing.  Part 
212  of  Chapter  II,  Title  10  of  the  Code  of 
Federal  Regulations,  is  proposed  to  be 
amended  as  set  forth  below. 

Issued  in  Washington,  D.C.,  August  8. 1980. 
Hazel  R.  Rollins, 

Administrator,  Economic  Regulatory 
Administration. 

§  212.78  [Amended] 

1. 10  CFR  212.78(c)  is  amended  by 
revising  the  definition  of  “recoupable 
allowed  expenses"  to  read  as  follows: 

“Recoupable  allowed  expenses’’ 
means,  with  respect  to  a  particular 
producer,  the  allowed  expenses  that  are 
attributable  to  that  producer;  provided 
that  such  expenses  are  incurred  in  an 
arm’s-length  transaction  or  do  not 
exceed  the  price  that  the  producer 
would  have  paid  in  an  arm’s-length 
transaction  and  further  provided  that 
such  expenses  have  been  paid  and 
reported  pursuant  to  subsction  (h)  of  this 
section. 

2. 10  CFR  212.78(h)(l)(ii)  is  revised  to 
read  as  follows; 

♦  *  *  «  * 

(h)*  *  * 

(1)*  *  ‘ 

(ii)  Annual  CPA  opinion.  Within  120 
days  of  the  close  of  each  fiscal  year  that 
ends  after  December  31, 1980,  of  a 
particuleur  qualified  producer,  such 
qualified  producer  shall  submit  to  DOE 
an  opinion  by  a  certified  public 
accountant  attesting  that  during  the 
course  of  his  annual  audit  nothing  has 
come  to  his  attention  that  cause  him  to 
believe  that  the  reports  submitted  by 
such  qualified  producer  in  accordance 


with  subsection  (h)(l)(i)  of  this  section 
are  inaccurate. 

***** 

(h)*  *  *  , 

(2)*  *  * 

(ii)  Annual  CPA  opinion.  Within  120 
days  of  the  close  of  each  fiscal  year  that 
ends  after  Dedember  31, 1980  for  a 
particular  prooject,  the  quaoified 
producers  with  respect  to  such  project 
shall  submit  to  DOE  an  opinion  by  a 
certrified  public  ac'countant  attesting 
that  during  the  course  of  his  annual 
audit  nothing  has  come  to  his  attention 
that  causes  him  to  believe  that  the 
reports  with  respect  to  that  project 
submitted  during  the  prior  calendar  year 
in  accordance  with  subsection  (h)(2)(ii) 
of  this  section  are  inaccurate. 

4. 10  CFR  212.78(h)  is  amended  by  the 
addition  of  a  new  subparagraph  (5)  to 
read  as  follows: 

*  *  *  *  * 

(h)*  *  * 

(5)(i)  Annual  prepaid  expenses  report. 
By  January  31  of  each  year  after  1980,  a 
qualified  producer  shall  file  with  DOE  a 
report  in  which  the  producer  shall 
certify  to  DOE  (A)  which  of  the 
expenses  that  it  had  reported  previously 
to  DOE  pursuant  to  subsction  (h)(l)(i)  of 
this  section  were  prepaid  expenses;  (B) 
the  goods  or  services  for  which  it 
incurred  and  paid  such  prepaid 
expenses;  (C)  the  dates  on  which  it 
intends  to  use  goods  or  services;  and  (D) 
the  dates  on  which  it  actually  uses  such 
goods  or  services.  A  producer  shall  file 
an  annual  prepaid  expenses  report  each 
year  until  it  has  reported  that  it  has 
actually  used  all  the  goods  and  services 
for  which  it  incurred  and  paid  a  prepaid 
expense.  For  purposes  of  this 
subsection,  a  prepaid  expense  is  ( — )  an 
expense  for  any  injectant  or  fuel  used 
after  September  30, 1981,  [2]  an  expense 
for  any  item  for  which  IRS  would 
allocate  the  deductions  (including 
depreceiation)  to  the  period  after 
September  30, 1981,  or  (5)  the  expenses 
(in  the  aggregate)  for  all  other  items  that 
are  to  be  used  after  September  30, 1981. 

(ii)  Recordkeeping  requirements.  A 
qualified  producer  must  maintain 
records  that  contain  a  copy  of  any 
contract  for,  or  documentary  evidence  of 
the  purchase  of,  any  good  or  service  for 
which  the  producer  has  reported  a 
prepaid  expense. 

5. 10  CFR  212.78(h)  is  amended  by  the 
addition  of  a  new  subparagraph  (6)  to 
read; 

***** 

(h)  *  *  * 

(6)  In-house  expenses.  In  complying 
with  the  reporting  requirements  of 
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subsections  (h](l](i)  and  (h)(2)(i}  of  this 
section,  a  qualified  producer  shall 
indicate  whether  an  expense  is  incurred 
in  an  arm’s-length  transaction.  If  an 
expense  is  not  incurred  in  an  arm’s- 
length  transaction,  the  producer  must 
prepare  and  maintain  records  that 
contain  information  concerning  what  the 
price  of  the  good  or  service  associated 
with  that  expense  would  have  been  in 
an  arm’s-lenth  transaction  and  the  basis 
for  that  information. 

6.  Paragraph  4.a  of  the  Appendix  to  10 
CFR  212.78  is  revised  to  read: 

4.  Miscible  Fluid  Flooding. — a.  The  costs  of 
injected  fluids  (excluding  hydrocarbons)  and 
additives  for  use  at  the  project  site. 

[FR  Doc.  80-24753  Filed  8-14-80;  8:45  am] 
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